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KEY ECONOMIC INDICATORS 


($ MILLIONS $1.00 = Colones 2.5) 


Aggregate Supply and Demand 


GDP (Current Prices) 
Annual Change in Real GDP 
(%) 
Agriculture (%) 
Manufacturing ($%) 
Merchandising/Commerce 
(%) 
Transport, Communications, 
Storage (3%) 
Per Capita GDP (Current 
Prices) 
Annual Change in Real Per 
Capita GDP (%) 


Foreign Sector 


Exports 
Coffee 
Cotton 
Sugar 
Shrimp 
Imports 
Balance on Current Account 2/ 
Balance on Capital Account 3 
Change in Net International 
Reserves 
Public Sector Debt Service 
4 


Central Government 


Current Revenues 
Current Expenses 
Capital Expenses 
Overall Surplus/Deficit 


Money and Prices 


Money Supply (Mj) 

Private Time & Savings 
Deposits 

Credit Outstanding to Private 
Sect. 

Credit Outstanding to Public 
Sect. 

Change in Consumer Prices ($%) 


1/ Estimated 
2: Excludes U.S. Balance of Payments Transfers 
3’, Excludes U.S. and Multilateral Balance of Payments Loans 
q Medium and long term external public debt of the Central 


Government, official autonomous institutions and the Central 
Reserve Bank 


1981 


3,458.5 
-8.3 
-6.4 

-10.4 
-14.9 
-10.9 
760.3 


-10.8 


627.4 
556.8 
974.4 


1,022.7 
14.8 


1982 


3,586.5 
-5.6 
-4.7 
-8.4 

-12.0 
-6.5 
781.9 


-8.4 


441.9 
538.4 
158.1 
-275.3 


651.3 
646.0 
1,100.2 


1,123.2 
11.7 


1983 1984 


3,901.6 4,446. 
-0.7 
-3.2 
-1.0 
-2.0 
6.0 
843.2 


-3.5 


634.1 724.8 


797.4 988.0 
1,207.2 1,328.8 


1,019.2 
13.1 


1,233.7 
11.7 


i/ 





SUMMARY 


El Salvador's economy grew 1.5 percent in 1984 in real terms, 
following 5 years of decline. Real per capita gross domestic 
product (GDP) continued to decline, but at a slower rate than in 
previous years. Agricultural output grew 1.2 percent, aided by 
favorable weather conditions. Basic grains production was 
particularly strong, and coffee also showed improvement. Cotton 
and livestock production, however, remained depressed. The 
manufacturing sector grew 1.8 percent, assisted by an expansion in 
credit to the sector. The construction sector failed to share in 
the general upturn, largely because of high mortgage rates and a 
lack of financing for commercial construction. 


El Salvador's balance of payments gap widened in 1984 as the 
growth in imports, stimulated by the economic expansion, outpaced 
growth in exports. Traditional exports, coffee, sugar and cotton, 
faced weak world markets. Export of manufactured goods, which 
have historically gone to other Central American countries, 
suffered from the depressed economic conditions in the region. 

Net official and bank capital flows decreased in 1984. 


Foreign assistance and remittances from Salvadorans working abroad 
(mainly in the United States) are important sources of foreign 
exchange. Nevertheless, the scarcity of foreign exchange remains 
a serious problem. The Government has authorized use of the 
parallel market for an increasing number of transactions, 
reserving the official exchange market for high priority imports, 
such as food, medicines, fertilizers, and petroleum and payment of 
external debt service. 


The deficit on the Central Government budget is large and growing. 
Revenues and expenditures, primarily for defense, public security, 
and servicing the public sector debt, grew during 1984. 


The money supply expanded during 1984, with M; growing 14 percent 
and Mj up 24 percent. The Central Bank's preliminary inflation 
estimate for 1984 was an 11.7 percent increase in the Consumer 
Price Index; however, final inflation figures for 1984 may be 
somewhat higher. Unemployment is over 30 percent, and half the 
population is either unemployed or under-employed. 


The outlook for 1985 calls for continued slow growth of about 2 
percent. However, the economy faces a number of serious problems. 
The balance of payments deficit is expected to widen, and 
pressures on the exchange rate system will increase. Delays in 
obtaining foreign exchange are likely to continue. Further 
deterioration is also likely on the fiscal account. 


Despite the continuing economic problems, opportunities exist for 
U.S. companies. Good prospects for exporting to El Salvador 





include agricultural products and inputs, and electrical 
generating equipment, with financing or payment guarantees 
available from various U.S. Government agencies to help ease the 
problem of scarce foreign exchange. Opportunities to invest in El 
Salvador also exist in assembly operations and development of 
non-traditional exports to benefit from preferential U.S. tariff 
treatment under the Caribbean Basin Initiative. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production and Output 


El Salvador's real gross domestic product grew 1.5 percent in 
1984, after contracting a cumulative 23 percent during the 
previous 5 years. Continued growth in U.S. economic assistance, 
growth in real private investment, and favorable weather for crop 
production also contributed to the 1984 upturn. All sectors of 
the economy, except construction, participated in the modest 
recovery. 


Real economic growth per capita fell during 1984. However, per 
capita figures are inprecise because of nationwide census has not 
been taken since 1971. Approximately 5.2 million people live in 
El Salvador, and the natural rate of population growth (i.e., 
birth rate less death rate) is between 2.5 and 3 percent per year. 
This indicates a per capita growth in GDP at current prices of 
10.8 percent in 1984 and a decline of 1.3 percent after inflation. 
Some analysts argue that the rate of emigration has risen sharply 


in recent years, and that population growth after correcting for 
emigration may be in the 0 to 1.5 percent range. This implies 
that real per capita GDP may have stabilized in 1984, or at least 
declined at a lower rate than official statistics indicate. 


Real private capital investment was valued at $73 million in 1984, 
up 5.6 percent in real terms, the third successive year of growth. 
Gross private fixed capital formation, which reflects the more 
stable political environment, has been the fastest growing 
component in aggregate demand, contributing to the bottoming-out 
of the recession in 1983 and the turn-around in 1984. Consumption 
and public sector investment each grew by about 2.5 percent, 
reversing 5 years of decline in both accounts. 


Output in Key Sectors 


Agriculture: The agricultural sector plays a dominant role in the 
alvadoran economy, representing approximately a quarter of GDP 
and employing 40 percent of the labor force. Agriculture also 
accounts for over two-thirds of total exports. Real agricultural 
output rose 1.2 percent in calendar year 1984. Favorable weather 
conditions during the 1984/85 crop year boosted production of 
corn, sugar, beans and rice to their highest level in years. The 





Government of El Salvador estimates coffee production at 3.6 
million quintales, a 20 percent increase over the relatively small 
1983/84 crop. Cotton production remained depressed, at levels 
about half the pre-1979 average. Livestock production also 
remains substantially below the levels of the previous decade. 


Despite the overall improvement in production levels, the outlook 
for the agricultural sector remains clouded. World markets for 
coffee, cotton and sugar are weak. The reformed sector (that is, 
the beneficiaries of the agrarian reforms of 1980) and the 
traditional agricultural sector are burdened by heavy debts. 
Security also remains a problem, especially in the northern and 
eastern portions of the country; where guerrilla activity has been 
heaviest. 


Fisheries: The fisheries industry contributed only 0.1 percent of 
El Salvador's GDP in 1984, but was the fourth largest source of 
exports. The industry consists of an underdeveloped, artesanal 
fishing industry, and a modern, export-oriented industry which 
catches shrimp and prawns for export primarily to the United 
States. Since the current shrimp catch appears to be close to its 
maximum sustainable level, interest in shrimp aquaculture is on 
the increase. 


Total fishery production in 1984 was 7,700 metric tons (M.T.), up 
5 percent from 1983. Shellfish exports increased from 2,449 M.T. 
in 1983 to 2,800 M.T. in 1984, and the value of shellfish exports 
increased from $13.7 million to $16.2 million. 


Manufacturing: The manufacturing sector contributes roughly 18 
percent of the country's gross domestic product. The largest 
industries in the manufacturing sector increased by 1.8 percent in 
real terms in 1984, the second consecutive year of growth. 


One important factor which facilitated the growth was expansion of 
credit. Credit to the manufacturing sector increased 
substantially, from approximately $128 million in December 1983 to 
$174 million in December 1984. Private fixed investment also 
grew, and imports of capital goods for this sector were up 13 
percent. 


The modest growth in the manufacturing sector was achieved despite 
serious disruptions in the Central American Common Market, the 
destination of over 75 percent of El Salvador's manufactured 
exports. Another problem which continues to plague the 
manufacturing sector is a shortage of foreign exchange for the 
purchase of raw materials, capital, and intermediate goods. 


Construction: The construction industry remains depressed 
compared to pre-1979 levels. Output in the construction sector 
declined 4.9 percent in constant 1962 prices. Financing of 





housing projects under the auspices of the Financiera Nacional de 
Vivienda was especially hard hit. In 1983 savings and loan 
associations under the Financiera's auspices provided financing 
for the construction of 11,154 units. In 1984 this figure 
declined to 6,988 units. 


The GOES continued to put special emphasis on the construction of 
medium and low income housing by providing financing and other 
incentives to builders and buyers. Government housing 
institutions, like the Institute of Urban Housing (IVU) and 


FUNDASAL, offered 9,718 units at prices less than 35,000 colones 
in 1984. 


The major factor which continues to hamper a recovery in the 
construction sector is very high interest rates on most loans, 
including mortgages. During 1984, most mortgage loan rates 
hovered between 16 and 17 percent. Lack of financing for 
commercial construction projects and delays in approving credit 
for new housing projects also troubled the industry. Many 
construction companies continue to face serious debt problems due 
to depressed sales and high interest rates. 


Services: The fastest growing sector of the economy has been the 
services sector, including commerce, finance, transport and 
communications, and public sector services. The overall growth 
rate for the sector was 1.9 percent. Commerce grew 1.4 percent in 
response to an upswing in private consumption and an expansion of 
credit to the commercial sector of 13 percent. 


The transport and communications sector grew 2.8 percent, 
nothwithstanding $5.3 million in damage due to guerrilla attacks. 
The electricity and water sector grew 3.1 percent, and sustained 
$13.7 million in damage. Relatively strong growth (2.9 percent) 
continued in the finance sector, the third successive year of 
growth. Bank deposits continued to increase, and all banks in the 
national banking system showed net profits at year end. 


External Sector 


El Salvador experienced an overall balance of payments deficit of 
$201 million in 1984 before deficit financing, which represents a 
substantial widening of the deficit, compared with the 1983 gap of 
$35.2 million. However, external financing of $208.5 million in 
1984 and $235.6 million in 1983, from the United States, and the 
IDB (and the IMF in 1983) assisted in closing the gap. 


The deficit on the balance of trade increased from $156 million in 
1983 to $207 million in 1984, as the 3 percent increase in exports 
failed to keep pace with the 8 percent growth in imports. Coffee 
exports strengthened significantly. However, cotton exports less 
than 20 percent of the average export value since 1981, and sugar 
exports, though considerably above their 1981-82 level, were also 





down compared with 1983. The abrupt decrease in cotton exports 
appears to reflect a marketing decision to hold cotton stocks off 
the market in the hopes that prices would strengthen. (The 1984 
cotton stocks appear to have been sold early in 1985 when it 
became clear that prices were continuing to decline.) The decline 
in value of sugar exports reflects the depressed world market for 
sugar. Demand for El Salvador's manufactured goods in other 
Central American markets remained relatively flat. Although the 
absolute value of non-traditional exports remains relatively small 
($62.4 million), and the 11.6 percent rate of growth is an 
encouraging sign for the future. 


The sharp increase in imports was directly linked to the overall 
growth in the economy, which boosted the demand for imports of 
capital goods, up 12.2 percent over 1983, intermediate goods, up 
9.7 percent, and consumption goods (up 5 percent). 


The services account deteriorated slightly, reflecting increased 
payments on the external public debt. Remittances from 
Salvadorans working outside the country are an important source of 
foreign exchange for the country. Total remittances could well 
exceed 300 million per year, making these family transfers third 
in importance only to coffee and foreign assistance as a source of 
foreign exchange. However, the bulk of these remittances are not 
captured by the official banking system. In 1984 only $62.4 
million in workers' remittances moved through the banks and, 
therefore, were included in the balance of payments statistics. 


El Salvador's capital account also deteriorated. Net official 
capital flows declined by more than 50 percent, because of the 
completion of several projects involving official autonomous 
agencies and the growing amortization of foreign, official debt. 
Net bank capital flows decreased. 


Foreign assistance plays a vital role in El Salvador's economy. 

In 1984 El Salvador received donations of $193 million, of which 
$186 million was U.S. grant assistance. El Salvador also received 
approximately $110 million in net official loans, of which $79.2 
million came from the U.S. The United States also provided 
approximately $20 million (net) in government guaranteed lines of 
credit for purchase of U.S. agricultural and manufactured goods. 
The Inter American Development Bank was another important donor in 
1984. United Nations organizations also provide humanitarian 
assistance in El Salvador. 


The World Bank did not approve any new loans for El Salvador 
during 1984, but continues to disburse funds from earlier loans. 
The Government of El Salvador successfully met the conditions of 
its last International Monetary Fund Standby Agreement, which 
ended in July 1983. Since that time, the Government has not 
requested negotiation of a new agreement with the IMF. 





El Salvador has a dual exchange rate system. By mid-1985 the 
official rate of 2.5 colones per dollar was authorized for just 
under 40 percent of imports. These high priority imports eligible 
for the official rate include basic foods, petroleum, medicines, 
fertilizers and insecticides. Foreign exchange for imports of 
intermediate industrial goods, consumer and luxury goods must be 
purchased at the parallel market rate (4.50 colones per dollar by 
mid-1985). On the export side, slightly over 40 percent of export 
revenues are eligible for conversion at the higher parallel market 
rate. Exports receiving the parallel rate include manufactured 
and other non-traditional exports, cotton, and shrimp. About 20 
percent of coffee and sugar export revenues will be convertible 
at the parallel market rate during 1985. Exports proceeds from 
products exported to Central America may be converted at the 
parallel rate, except for those exports which utilize imported 
inputs financed in the official market, such as medicines, 
fertilizers, and insecticides. 


Fiscal Operations 


The Central Government deficit on the combined ordinary and 
extraordinary budgets reflects the high costs of combatting the 
insurgency. The 1984 deficit before external budget support was 
$298 million, or about 6.7 percent of GDP. Foreign grants reduced 
the deficit to $146 million or 3.3 percent of GDP. The 
after-grant deficit was financed by $84 million in net external 
borrowing and $62 million in net domestic borrowing. 


Current expenditures rose 20 percert over 1983, with most of the 
increase resulting from higher expenditures for defense, public 
security and financing of the public debt. Capital outlays shrank 
by 28 percent the third, consecutive year of decline. Revenues 
increased 25 percent, with most of the growth resulting from the 
upturn in the economy, which boosted receipts from indirect taxes 
on exports, imports and domestic transactions. 


Monetary Developments 


Currency and sight deposits grew 14 percent and other deposits 
grew 24 percent during 1984. The increase in the money supply 
corresponds with the growth in the volume of transactions of goods 
and services, as well as the increase in prices. Credit 
outstanding to the private sector increased 10 percent. Special 
credit lines were created for purchase of manufacturing firms and 
stocks, for agro-industrial development, and to assist small 


businesses. Rediscount rates for pre-export and export loans were 
lowered. 





Employment and Prices 


Over 30 percent of the population is currently unemployed. 
Combined unemployment and underemployment may exceed 50 percent. 
An estimated 11 percent of the population has been displaced from 
their homes by the violence in the countryside, exacerbating the 
unemployment problem. 


Preliminary estimates by the Central Bank show an increase in the 
Consumer Price Index (CPI) of 11.7 percent during 1984. However, 
price increases appear to have accelerated during the latter part 
of the year, and final CPI figures may be closer to 15 percent. 
Factors fueling the inflation were mid-year wage increases for 
public sector employees and increase in the cost of imports which 
resulted from movement of imports to the parallel market. 


The Government controls prices of some basic consumer goods and 
services, including corn,- beans, rice, powdered milk, cooking oil, 
medical costs, rents for low income housing, petroleum products, 
propane gas, and cement. The Government also sets producer prices 
for coffee and sugar and establishes minimum guarantee prices for 
basic grains. 


ECONOMIC OUTLOOK FOR 1985 


The economy should continue to grow slowly, perhaps as much as 2 
percent, during 1985. Growth in private consumption and private 
fixed capital will continue to lead the recovery. All sectors of 
the economy, including construction, should participate in the 
expansion. Because of the cyclical nature of coffee production, 
the 1985-86 crop is forecast to be below the 1984-85 level of 
production. Low world prices and security problems will continue 
to depress cotton production; however, sugar production may 
increase, despite the continuing decline in world prices. 


The country's balance of payments deficit can be expected to widen 
in 1985. Slow export growth will continue, with little 
improvement projected in demand for manufactured goods from 
traditional Central American buyers. Demand for imports will 
continue to rise, although it may be partially restrained by a 
growing scarcity of foreign exchange. The deficit on services 
will increase with the continued growth of interest payments on 
the external debt. The capital account will weaken further 
because of high debt amortization, further declines in bank 
capital disbursements, and a reduction in external payments 
arrearages. Central Government finances will come under 
increasing stress during the year. The Government must increase 
spending for defense and public safety and meet growing service 
obligations on the public debt. Pressures will be strong to relax 


the strict controls on spending for basic social programs and to 
increase wages. 





IMPLICATIONS FOR U.S. 


Prospects for U.S. Exporters 


U.S. exports to El Salvador during 1984 grew in absolute terms, 
from $338.1 million in 1983 to $380.3 million in 

1984. The U.S. has also steadily increased its market hare of 
Salvadoran imports, from 31.1 percent in 1987 to 39.3 percent in 
1984. Principal U.S. exports included electrical machinery, 
grains (primarily wheat), animal and vegetable oils, and animal 
feed. The market for these products remain strong. Other 
excellent prospects include agricultural chemicals, food 
processing and packing machinery, agricultural machinery, 
construction machinery and supplies, electrical power generating 
and distribution equipment, telecommunications equipment, and 
medical supplies. 


The bulk of U.S. agricultural exports to El Salvador were financed 
through the Public Law 480 food program and General Sales Manager 
102 program of the U.S. Commodity Credit Corporation. The U.S. 
Agency for International Development (AID), through its Balance of 
Payments Assistance Program, financed about 20 percent of the 
imports of raw materials, capital and intermediate goods, and 
Spare parts. U.S. AID's Public Services Restoration project has 
been an important source of dollars for the purchase and repair of 
electrical power equipment and other infrastructure needs. The 
U.S. Export-Import Bank also provides coverage for financing 
exports of U.S. products to El Salvador. These U.S. programs 
provide a substantial edge to U.S. exports by offering some relief 
to the serious problem of foreign exchange shortage which all 
exporters to this market face. 


Leading U.S. Exports to El Salvador 
<-> : 3:2. catia 


Description 1982 1983 1984 


(Thousand of Dollars) 


Electrical machinery 

Grains 

Animal oils 

Animal feed 

Vegetable oils 

General merchandise 
less than $500 


52,055 
17,895 
9,548 
9,101 
8,013 


54,651 
33,405 
12,808 
12,430 

9,200 


64,955 
38,201 
18,760 
16,769 
14,351 
3,387 


4,371 13,978 


Synthetic resins 

Paper in rolls 

Motor vehicles 
Subtotal 

Total, all items from 
U.S. 


Source: 


10,794 
8,650 
9,862 


’ 


264,426 


U.S. Department of Commerce 


13,544 
12,539 
9,859 


’ 


338,137 


13,510 
12,224 
10,322 


’ 


380,331 





Prospects for U.S. Importers 


U.S. imports from El Salvador also increased during 1984, from 
$358.9 million to $381.4 million. Traditional Salvadoran 
agricultural exports, coffee and sugar, continue to play an 
important role in bilateral trade, but newer trends are also 
reflected in table 3, “Leading U.S. Imports from El Salvador" 
below. Electrical machinery and medical instruments, both 
products which are assembled in El Salvador from imported U.S. 
components, demonstrate the potential for U.S. investors in 
assembly industries in El Salvador. 


Fresh agricultural products such as honeydew melons, tomatos, 
cucumbers, and specialty vegetables, including baby corn, ochra 
and hot peppers, offer good opportunities for U.S. importers. 
Processed snack foods, cultured shrimp, clay roof and floor tiles, 
and handicraft and specialty items, such as stuffed cloth birds, 
hand-embroidered cotton blouses and dresses, hand-painted 
decorative items, and furniture of wicker, cane, rattan and carved 
wood, offer other potential opportunities for U.S. importers. 


Leading U.S. aabee sy from El Salvador 


1982 1983 1984 
(Thousands of Dollars) 


Coffee 160,561 203,219 192,825 
Electrical machiney 69,446 73,785 95,291 
Sugar/molasses 22,716 32,535 29,311 
Shellfish 26,384 17,178 24,335 
Wearing apparel 

(lace or net) 6,710 4,856 5,289 
Cotton yarn 1,150 2,515 5,014 
Medical instruments 1,420 3,864 3,822 

Subtotal 288,307 337,952 355,887 


Total, all items 310,022 358,898 381,391 


Source: U.S. Department of Commerce 


Prospects for U.S. Investors 


Registered U.S. direct investment in El Salvador through 1983 
totals $83 million. The U.S. has been the dominant source for 
foreign investment, accounting for 47.5 percent of total foreign 
investment registered by the Ministry of Foreign Trade. As noted 
above, assembly industries offer good potential for new investment, 
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as do textile "drawback" operations for assembly of cloth pieces 
into wearing apparel. U.S. investment would also be welcomed in 
development of non-traditional export industries, such as those 
mentioned in the proceeding section. 


INFORMATION SOURCES 


FOR U.S. EXPORTERS, IMPORTERS, AND INVESTORS 


Contact Points: 


Publications: 


IN EL SALVADOR 


Investment Department 
Ministry of External Trade 
Paseo General Escalon 4122, San 
Salvador 
Tel. 24-3000 Ext. 18 Telex: ISCE 20269 
P.O. Box (01) 19 San Salvador, El Salvador 


Administrator, Trade Investment Promoting 
Service 
Fundacion Salvadorena Para el Desarrollo 


Economico y Social (FUSADES) 

Edificio La Centroamericana, ist Floor 
San Salvador 

P.O. Box 01-278 San Salvador, El Salvador 
Tel. 24-3975 Telex: 20438 FUSADES 


Commercial Officer 

Embassy of the United States of America 
APO Miami 34023 

Tel.: (503) 26-7100, ext. 286 


Vocero Comercial 

a monthly publication 

of trade and investment 
opportunities in Central America 
available through the U.S. Embassy 








